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BEFORE THE P1JBLIC trrILlTIES COMMISSION OF~ADA

1D Ie tmDc ofNEVADA BELL·S UDbuDdled
Nctwmk E1emeDt (UNE) Cos! Study.

)
)
)

Docket No. 98-6004

At a general session of the Public Utilities
Commission ofNenda. held at its oftic:cs
on January 29,1999.

PRESENT: 0..;"". Judy M. Shelcnw
Commissioaer DoDa1d L. Soc!abera
Commission SecNtar)' Jeaaae ReyDolcla

onD

fiDdiDp offact aM 00IlChJai0u oflaw:

INDlODUCfiON'

p........nJ .r.stoa:

1. On JUDe 1, 1998, Nevada Bell filed its 'UNE cost study, desipaateclll5 Docket No.

98·6004. with the Public Utilities Coauniuion ofNevada \Commissionj. Tbil filiDa was

made pursuant to Chapters 703 IIDd 704 oftbe Nevada Revised Statutes and the Nevada

Administr1ItM Code r'NAC") and the Commission's Amended Procedural Order ofApri130,

1991. in Docket No. 96-903S. Nevada Ben be1ieve4 that portioas of the cost study contain

proprietary information and n:qucst=d that they be treated as proprietary pursuant to NAC

703.527 e:t 1I:q.

, Due to the 1edmIcIJ~ of1bc ec:oDCIIIIie COlt Iftodeb '"in~.1bisproccc:diaJ. cbe sheer
volume of~ _ quaatitatlv.~ iJIpuIs.1II4 wlues '"' IlIlI1ya mcllldclreR.lIDd the scope..,d
InIdlb ofour dedskla, tIda .....Jy munbmd pIrIJJ'IJlIa oroar Order coastitutes aCommksioD fiDdiIlC. W.
aupnem *ole fiDdinp by • series ofpaeral fiDdiDp aile cod of IhiI Order.
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2. On JuDe I, 1998, 1be CommissioD issued • NoUge offiliD& aod Notice of

Prehcuinl CCJDfemJce. On June 19. 1998. the Commission held. Prehcaring Conference in this

matter.

3. OnJIIDle 17. 1998.AT&TComnnmicatioasofNeVlda, IDe. (06AT&1j filed.

Petition for LePc to lnterveoe. On June 18. 1998. the Attorney General's Bureau ofCODSUmeI'

Protection· Utility Coasumas Advocate ("UCA") filed a Notice of1Dtent to 1utervaIe with the

CommiS$\w. 00 June 19. 1991, the Central TelepboDe Company -N~dIbf. Sprint of

NevIda ('"Sprint") orally submitted. Petition for Law to 1Dterva1e. On July 13. 1998. the

Comadssioa pted AT&T ad Sptiat leaveto~.

4. Onluly 1. 1mthe ReplatoryOperations Staf£(""Staftj ofb CommissiOll

lNbmiUccl a Momm for an Older from the Commission clim:tina Nev.Bell to fil•• cost of

capital study for review and lIDI1ysis aDd cveatua1 use in setting the appropdate costs and/or

prices for UDbuDdlecl network e1emeats ("UNEsj. On July 8. 1998. the UCA filed • Response in

support ofStafrs Motion. On July 9.1998. Nevada Bell and Sprint filed responses in opposition

to statrs Motion. On July 22. 1998. the Commission issued an Order Denying Reaulatoly

Operations Staff's Motion.

5. On July 6. 1998. the Commission isSued a NoUcoe ofHeariq in this matter for

Au.aust 10, 1998. The Notice also mablishod. pl'OCedural schedule wbcRby Nevada BeU's

rebuttal testimony was to be filed with the Commission J10 later than July 15, 1998.

6. OIl July 8. 1998, Nevada Bell filed. Motion for Extension ofTune requesting aD

exteDsion of the July 1S. 1998, filiDg date to July \7. 1998. On July 13. J998, the Commission

issued an Onfa- Oraati.ag Motion for ExtmsiDD ofTime.
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7. OnAupslIO.I99I. me QwnmissioDcommenced _heRring iDthismaller. The

bearina1asted eight days c:overiDg 1.,228 pages oftrlDlGipt tmd 36 exhibits. PortioDS ofvarious

witnessa' pzepIU'Cd testimOAY were strichD in respcmse to moUous to SIrike as reflected

thm1J8houl the traascript.

I. Stairsmotion far cmier directiDg Nevada Bell to file prices was deaied.. (fr.ll4-

31.)

9. Nevada Bell~ c:o:mdeDtia! treatment for various portioDs ofits fi1in&.

AccoIdiD&lY. the CommissioD ccmductcd closed lCISioas fOr pm ofthia~ Nevada

Ddt set fon!l .. i1s bud for1Kmdisclosure ofthis material (at Exhibit 10): (a) tb8t it bas lepl or

coo.traetual obligatioDS to protm iDformation which certain eatities CODSidcr confidential; (b)

tba\ disclosure ofcost ltWly iDformation to existiDa and poteQtiat competitors would diminish or

destroy the value ofNewda Ben's business; (c) tbatNevada Bell may derive actual or potential

economic value ifcertain inf'ormaticm is DDt generally known to the public; and (d) existin& or

potCI1tial competitoIs ccnald derive economic value from its disclosure or usc, to the detriment of

Nevada Bell's market \luc.

10. PursuaDt to NRS 703.190, the CommissiOll caD oo1y prohibit disclosure of

information if it detemUDes that the iDformation woUld otherwise be entitled to protection as a

trade seem or eonfidmtial commercial iDfotmatioo. pursuant to NRS 49.325 or NIlS 6OOA.010

or Rule 26{c)(7) of me Nevada Rules ofCivil Procedure. The Commission complied with the

requirements ofNRS 103.196 by examining this information in c~osc:dhcarin&s. No further

explaDatiOD ofwhy Illy ofthc iDfonnatiou filed UDder seal should be 1tf0lded COIIfidential

tteatment was provided in the closed heariDgs. The testimony elicited during the closed hearings
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did DOt lCtUIIly rnealay iafouoaCioa far wbich aoadisdosuze was aequestecL ACCOIdiDgty.lhe

tnmseripts ofthe closed hc:ariu&s should be made put ofthe open reconl As to the prepam!

testimony md 8It8cbments tbemlelves. upon eomideraboIl of the IZ'gUIDeDSS wlYaDCed byNevada

Bell aDd~1cstimony elicited duriDI the dodlariDp. the Commission finds 1batNCVIda

Bell has DOt met its burden in tbiJ regard and 1bat its request for c:oafidcmia11reatmeD1 should be

deDied. The Commission notes tbat the iDpuIs to the HAl model aDd outputs from the model

~ to be subjed to public scrutiny. Cost iDfmmatiOJl ora regulated altity mould not, poeraUy

speaking, be eatidecl to CODf1deAda1 treatment; such iDformatioD Iboukl be opeD mel availIble to

die public. 'I'bo iDformalion for wbic:hNev8daBell his requested c:on6deatiaJ 1rNdhl!f>lt consists

offorward-lookiq costs. Nevada Bell xl fol1h 15 0Il0 of ill ICUODI for WllfidcDtial tmdmcDt

that it is UDder eataiDobliptiom to protect iDformatiOA. The CoIDIDisaiim is UDder DO similar

obliplion. In fact, the CommissiOJlID\ISt disclose all infoImalion1WCSS it is COJIYiaced that the

information ~onstitutcs a trade seem or commerciaIly seusitive information. The other

argumeats raised by Nevada Bell would serve to defeat the overall purpose ofusiDg the HAl

model.

11. On February I. 1996, tI. President of the United States siped iDto law 1he

TeJecommuu.ic::ations Ad of 1996 (Act). This 1&,,' promotzs developJDa2t of competition in the

te.lec:ommuDieatioas iadustry. particularly in the provision oflocal exchange services. The Act

RlquUcS all states to allow COJ%lpetition in previously protected local fnCcbange markets. As part

ofthis process. each state ngulatory commission must develop pro-competitioa. rules in

accordance with the guidelines that are estahlished by the Federal CommunieatiODS commissiOn
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12. PumIaDt to ScWoa 2S2(bXl) of tileA~ ifthc plrties to an~

by voluntary llOaotiation. A Dumber ofc:ompaaies were uaabte 10 reach complete apeemeat

wi1h Nevada Bell. BOd exercised theirript to Irbitration, pursuaal to SectioD 2S2(bXl) of the

13. 011 August I, 1996, the Federal ComDnmic:atioDs Cmnmiuioo (FCC) adopted

rules 10 implement the local competi1ion provisioas oflbe Act ("FCC IDterconDectiOD Order").1

As 1hc pce DOtes in its Order at pIInIrIph ODe:

The TclecommUDiCldiODlA~of1996 fundm1eutally cbaDacs
t.dccommUDicatioas ...'ktioIL • • • III the !leW mplaraty resime.
we and the stales zemow !be outdated banicrs that protcclt
moaopoIic:s from compditioD IDd aftjf'lDlllMly proII1Ote dlicic:ot
competition usiD& tools forpct by Congress.

And, furth«, at paragraph three:

[W]c Ire takiDa the steps that willlChieve the pro<ompetitive,
deregulatmy goals oftbc 1996 Ad. The Act directs us aDd our
slm c:01lcque& to remove Dot owy statutory and reaulatoly
• ~. • • but • _...I '~tImy='ments to C')inpetitiOA, eeoDOIDJC lUlU opcndiUIIIII
impediments as well, -

10 thi5 proeccdina. we CODtDwe the task ofaddressing economic: and operational impediments to

competicioa.

DISCUSSION

2 III.MtIttr ofdrts/~ oftlw L«4l C.,.itkJItRIil&Jof"T~ionI.41:1 of
1996. CC DocIu:l"-91, First lIport-'Order (Aquila. 1996), Appactix B· FiDIlb1el.
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14. In tbis Order, we use IDIDY tedmiC8l tr::aaI, from both the cost mode1ing

Definitions to this Order • glOSl8l)' ofterms IDd their 1DCItDiDa.

IS. This lJIOW""ina is~ed ......,ly UDderOW' II8tUL1ly audlority to set

pices for~ IIId1JDbuDdWactwvIk cIcmet.ls The permaaeDt priciug decisioas

whidl result from this proceediDg must comport with the applicable cost and priciDa staDdards

set forth in the Act.

to be bued upon the CX)It ofpl'O\'idiDa~or the DetwOck elemeat The cost is to be

establisbed may mudD. muoaIbIepofJt. 47 u.s.c. §2S2(d)(lXA).

J7. The FCC's IJItenxmnecOon 0Jda' JRVides "ridame DIllDIDy costiaa aDd priciDg

issucJ. but its n:c:ommeDdatiODS 1ft largely non-bindiJ1&. Iowa Utililiu /JoaTd Y. FCC, 120 F3d

753 (8111 eir. 1997). The FCC bas provided valuable guidance for the costing ofunbundlcd

network elements. In its Order. the FCC IUlted that total element long-run iDcremental cost

(TELRIC) should be used to estimate the COlt ofwbumUcd octwoIk e1ements. The analysis is

explained in paragraphs 674-740 ortbe FCC's Order. All parties in this case advocate the

tEUUC metbodolol)' as the appropiate costing aualysis.

18. The l'ELRIC me\boclology 1) ISIU1IlCS tho use ofbest available tedmology within

) Tbe term .JlItWVfk ............ faciIily or cqu1pmeDt UIId iIl_ prv¥iR4ln of. tII1KVmmuniatioas
service. S1ICb tam aIJo iDcIudIs f'eIb&rts, functions, Iftd capIbWties that Ire prcMded by meas orsuch faality or
equipment. mdudiDllllblCribcr Dumber's. dllaball. lipalblg systCmS.1IlCl iaf'ormIdoa S1&ft1dcBt for bUliq IIId
col1ec:lkla. or used III .. tlUlmissioa. routia& or0Iber poYisial ora te1eccJmmunialtions.mcc. 47 U.S.c. 'IS3.
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the limits ofcxittina DClWOIt iIciIities; 2) mabs naJiaic asumpDoDs about caplCity uejljmioa

tates, spire capacity, field CODCtitions. end flU factors; 3) employs a forward·looJcing.

risk..ad,iusm! cost ofcapital; 4) UJe5 ecoDOmic dcpreciatiOD rates for a.pitl1 m:overy; and S)

popedy .aributcs iDdinct c:xpmtCS to network .dane"" 011. cost-causalive basis. See. for

cample, FCC lD1a«nwotiao 0nIcrat 11-

19. By followm, 1bese cost principles.. a cost floor that m1eets the prospective

ecoaomjc costa iDcum:d by _ etfideat supplier b established for eac:h Ddwork elemmL In this

~i.. the COlt will be UIId 10 • theprice tor tbc DCtWOIt olciDon' Historic:aIlY. the

justaess IIDll rcasoaaMaIal ofJeplated!llla bas beatjudpd. inpin. with lefaeuce to the cost·

of-terVice. M2IniD G. G1aac:r. PubljcUtiJitics in Amqjcan tapita1jsm (New Yott: Macmi11am

COJDpUy, 1951). p.l96.

20. Economic cfficieacy dictates thIt the cost floor be estabJished in a manner which

maximizes society'S welfare IIld it consistent with the Act's requircmcDt that the rates be just

and reasoDable. We will set interim prices for uabundled IIelwotk elemtmts in this proceeding.

SeuiD& CtiOIlOmical1y cfticieat prices will plOVide the right sigDal to competitive local cxchanae

carriers (CLECs). Most impodaDtly. it will help tbem in making their decision either 10

COIlStrUCt their own netWork or to lease facilities fiom the incumbent local exc:banse carrier

(ILEC). Ifthe~ of 11I1 UDbuDdlc:d network element is set too bi~ a CLEC may build

facilities when society's~ resoun:es would be better employed if it bad rented facilitieJ

from the ILEC. On the otherbmd, if the price of \D1bundled network elements is set too low, a

CLEC may rmt f4cilitiCi iiom aD lLEC nthfl than build. This would I!ldua: society's well·

beiDa. because the least cost supplier is not the ODe who is baildiDs aDd maintaining the Detwodt
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facilities Inordcr1O JU'rimiZl! societY,we'"~ should be directed toward the

supplier tbIl can c:cmstnK;t • DClWOIk at the lowest cost to mcty.

21. In rrac:bioa its CQDClusloas ill this Order, the Commission was unable to rely OD

the iDtormaDoa prcscated by Nevada BelL NevadaBell did DOt offer aD.)' pricing proposals.

NevIIda Be1rs own wi1IIaIlIdmittecl that she was DOt ofruialllDY poposaIs on bow costs could

bellied to mive at any pricca orprieina methodologies. (fr. at 79,96,105,126.) As discussed

later, AT&T DWJipdated certain data. The CM"!';ssionmust therefore rely heavily on Stairs

pe:eseutatiooa for ill decilicm

COST METHODOLOGY: PlUNCIPLI'.S

22. The objective oftbiJ proc-ding is to establisb priees for unbundled network

elements basccl on the priclDs aDd cosO. procedures adopted by me CommissiOJi.

23. We previously lave observed 1be iJDportBm:e ofestablisbiDg appropriate C05tio1

and pricing 1evc1a. For CODSUIIlCIS to have competitive choice, the ILECs' networks must be

opened up at terms that are fair to both fLECs and new entrants. A key part of that process is

determining the costs aod prices for services.

24. An IDIIytioal model is • simplified RpmCDtation ofsome aspect ofthe real

world. Analysts use models to orpnize the complexity of the real world into some orderly fonD.

Models~ by defiDitioc, simplifications or abst!actiom which omit some information. A model

c::an be a vt!JtY powaiUlllll1ytica1 tool. It can let IS a microscope or a telescope which may

enable the analyst to focus in 011 the key apeas ofa situation aDd thcn::by solve problems that, in

the: absence ofa model, would be hopelessly complex.

25. The 1D81ytica1 model OD the ret:Ord in this case is a computer model designed or



2-22-1995 8:44PM FROM ATT NV GOV'T AFFAIRS 702 824 2882 P.9

Doekct No. -..aN tap9

used to estimate the cost ofCOIlSIIUCtiDg ad 0jIet1lt:iq the public-switcbed telephone netwo!k.

!bat DelWVlk is exc:mlingly iDvolwd IUd complex. It cacompasscs mjIJiom ofaccess tiDes and

buDdreds ofswitdJes. iDteroftice U8ilsrnig ion ficilities, sipaling Ji.nkJ.1Dd other clcmcnts.

Costmodds are used to 80Jt tbrouP the complexity ofthllt DctwoIk. 1beyhelp to 0IpDize it

iDto similar eleme4lls that ba~ siIniJar CDSII, lad to c:stimIfe the c:ost ofthose elemarts. Cost

models lc:nd thauseJves to two blSiepusposes. First. they can be used to measure the cost that

would be~ abould it be tJeCeSsary to~ the network UDder certain spedDed

coaditioas, SdCh as !be "1CGI'Cbed DOCIe" ..nption. Secoad.. they call be used to disaarcPtc

tbc odIerwise lIDdifI'erMtied costs oftbD uetwork into various c1emeat costs, so tbat tile price of

a loop can be sepamted fiom the price or.switch, md the cost ofa 10.000-foot loop in ID

excMnge of. c:crtaiD size can be aepara!ed &om tho cost ofa 1O,OQO.foct loop in an CX"banae of

cli1fc:rc:nt size. III other WOlds, one~...mode1lO esti"'* what it would cost to build.

porOoa ofthe netWOrk or to rebuild the cutiR network.

26. The parties basiealJy aaree that the cost levels established should be based upon

open. R:liable. aDd economically sound cost models IIDd wst inputs. There is also besic

agreeDlCIlt that costiDg sboulcl be peafol'Jned in suftieicot ddaiI so that the ftSUltiDg prices wovJd

lead to economieally rational eDUy deeisions by cOmpetitors, as well as efficiem utilization oftbc

mcumbent local exchauae company's cetwork. Such a policy would casurc that prices IU"e set

aeither too bigb Dar too low, which would best serve the public interest. We DOte the partie.

concur reprdiDg the criteria for this costing exercise, but also we DOte that there is diJapeemeDt

iUnODi the parties ova' the degree to which the filed cost studies satisfy tbcse <:riteriL

27. We believe that an open model is in the public iDten:st ill that it provides all
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i1aDs as anbuDdlcd DCll\iak elemeats IDd wboleslle seMccs tlwuab openlicmallUppOl'l

systemS (08S). lLECs claim that the Act bas compelled them to pay munpJmmed network

upsradcs. The lam ''traDsition costs or stan-up costs" is used to chancterizc lIllY expenditures

tb8t !LEes make to theirDdworb ill order to comply with the s&ItUlOIy requircmems ofdie Act.

34. III this Order, we do DOt rulo on issues rcIad 10 tbc recovety oftraDsition c:osts.

Instead. we have reserved our findings on certain topics Wl1i1 this matter is more fully explored.

NevertbeJas. wo do fIDd c:erIaiDcas ill whichJLECS .-e euDded to compcmation for their

lnDsitioa costs.

3S. Staff's "itDeD Ms. .Dimmka~ 1batdie ComJaissioIlrejec:t 1bc oss

study pro1fc:rcd by Nevlda BeD because it isllOt 'PCCific to NeVida. (Exbibit 27.) The

Commissioa agrees that Nevada BeD', srudy ahouJd be rejected aDd tbat Nevada Bell should be

dircdcd to file a DeW OSS cost study to iDcorporate Nevwia specific: iDputs ad to reflect prices

for bolh fUlly automated aad manual OSS.

COST OF THE LOOP

A. o.CIWe Plant PlacelDCllt Costs ad 5tn1cnan SUrial

36. Much oItbe testimoIly in this cue focused OD the cost ofprovidiq a loop.

Parties disagreed about such issues as the appropriate levd of inputs and network design. We

begin our cv.Iuation ofloop costs with an analysis of the testimony on outside plaDt placement

costs aDd~ sbaring.

37. Placement costs 8I'e the casu to iDstall outside plant facilities. The cost ofpJaciDa

facilities is~ by 1bc extent to which these: costs are sbamt with other utilities. for

example. ifelectric. cable television. and tdephcDe c:ables are plated in the same treocb, the cost
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ofopeaina up the IJVUDCl would be shared. by !be cWferaIt ldi1ities. This shariDg woWd reduce

the cost ofplaciDa telepboDe tabla.

38. AT&T's pJa<:ement costs inputs~ developed by a team ofqineers alO!J8

with iaformaticm coI1ectal fivm outside plaat coDlnldorS. Nevada Bel1 *"doped compmy

specific input values. StalJ'iDcoIpoIlIlecl the results of1be Gabel Kr:nm!y Study in its iDputs.

39. AT&T provided a au.mberofoutbo8nl ca1culaIioDs ill 1bis pmc:eerting. Howner,

little weight wu panted those cakuJationa sim:c no support \1VU~Of filed with the

Commission even after a request was IDIde by the Commission for AT&T to me the details of

die cakaI8tioDs aad suppod documeI11ltioa.

40. The Commiuiollldopts Stafl"s proposed inputs. We liud tbal1be values 8C

CODSistent with Staff's rec:ommended wlues prcscuted 10 the Commiasic;n inDocket Nos. 97­

5018 aDd 96-903' in wbi~b we adopted inputs. We have bid DO evideDce pracnted to Jive us

1USOIl to c:banse from our previous position.

41. The Commissionbelieves that the method used by ATAT to conect da1a from

vendors was t1a~

B. FDlRates

42. The fill rate is the actual usage of the aetwork relative to its total capacity. Fill is

used to calculate per unit costs.

43. The FCC bas stated tImt the calculation oCtile total clcmc:nt loac-nm iD.cnmIcmal

UDit Wits should be bB=sc:d upoIl reasonably accurate fill tiII;um. AccordiD& to the FCC. "'the per-

unit alsts associated with a particular dement must be dc:rival by dividing lhc toII1 cost

associated with the element by a reasonable projection ofthe attual total usage ofthe element."
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FCC 1DtercoDnection Order at 41682.

44. We reaffirm our adoption oCfhe HAl default liD 18=5.

C. 'oar-WIn Loop

45. The parties II1so clisape about1bc Idditioaa1 cost DSOCiated with providiDI a

four-wire loop. An ordilwy loop requires the use ofcmly two wires, or ODe peir ofcables.

46. AT&T bas assumed that the iIwatment for a two-pair cable is 60 percent pater

lor. four-pair caD1c.

47. This assmnptian is iDcoDsi*", with1bo IIJUIDeIII cbal tho iDcrwnMcaI cost of

providiDa m additioDal p8ir ofwiJes to alUbilclila is lower siDce • sipific:M' portiOIl oftlle

cost ofthe loop is aaociatcd with labor costs that are iDdcpcudent of1hc size ofthe cable.

48. The HAl model docs DDt report the difl'aeftCe in the cost ofprovidiDa a~wire

versus a four-wire loop. AT&T failed to show adequate support for its multiplier.

49. Basect upon tbc: evidcDce ofrec:ord. we fiDd 1bat the east ofa four-wire loop JD1lY

be pater than a two-wiJe loop. However, DO support was provided to determiDe the Idditional

so. We do not adopt any IdditioDll cost for providinC a four-~ loop. However,

my interested party remaiDs free to petition me cOmmission to implemeDl pricing to n:ncet

additicmal costs.

D. Cable SIWLe.....ud Fiber1Co".. Bl'dkpolatl

51. One of the inpn3 to the loop model is the distaDce at wluch fiber or copper cable

is used in the oetwotk. The Hatfield 'Modelassumes that OD • forward-looking basis, b

crossover poiDt should be at 9.000 feet from the central office and maximum copper in the loop
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of 18,000 feet.

52. In the HAl model, 1bc selectiOD between tbeso two tec1mologies is based upon the

totall=ctb offeeder cable from the wile~_ to the serviDg«ea interface.

53. Tho Commiuion I'f:Iftirms ilI.soption ofHAl's clefault iapuIs. lhesc values

weIe presented to the CommissiOll in Docket Nos. 97·5011 ancl96-9035 in which~ adopted

inputs. We have hid no e\lidence presented to live us reason to change iom our previous

positica..

Eo Capital faeten; Celt etC....1; ...Depaedatia

54. The mtstDi ids idea1ifleclby the model me COlm'ded to a1DODlbly eulrftow

requiremeat through the application ofammal charge fEtors. Depreciation and the cost of

capi1alarc two~lIIIofthe 8IIIIUal cblrae factors.

55. We adopted • wdptM cost-of-elpital input of II.2S pcR:eIIt in a previous

proceediDg and will apply this rate in this proceedina. 1bis is the rate abo authorized by the

FCC.

56. Under the pricina staDdards set forth ill Section 252(dXl) of the Act. the rates

charled for intacoonectiOJl aad uabuDd1ed aetwork elemems must be -based on the cost

(dctcrmincd without rderence to a rate--of-retum or other ~based proceeding) ofproviding

interconnedion at network elementl • •• DODdiscriminaux... and mzy iDclude a reasouable

profit.· The FCC~ that the appropriate c1epn:ciation rate to be iDcludecl in a TELRlC

analysis is a forward-looms. economie depreciation rate. Eeonomie depreciation i$ defined by

the FCC as the "periodic reduction in the book value ofan asset that makes the book value equal

to its ecollOmic ormarket value." FCC~oc Order at 1703. footnote 1711.
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57. We reafIiIw our1dopti0ll of1bc most JeCad1y lppIoved depn:c;iatiOlllives md

salvaae values established by 1be CommissioD.

51, As DOted above in the procedural history for this docbt. on July 22, ]998, the

PresidiDa Oftica' at that time iIIUCd aD order which denied Staff'. rc:qUQt that Nevada Bell be

c:tiJec:Ied 10 file • new COlt ofcapital study. that decisioD was - iataim na1ina which denied the

zequest as UIlIimd)' 8Dd Oft the basis that DOjustificatiOll for <:oDSideration ofa DeW me ofreturn

bid bccD sbowD. lJlthrmetjm in this RICOrd. how\m:r. nised the issue ofwhether the default cost

ofc:apiud is 8D~mctjadm oftoday'sCIpitalIllleS. lbeaef«e, upon coasidendoo oftbe

tull recont clcYdopod in this case, the Commission believes that it should rmsit this issue and

order Nevada Bell to me. within three months ofthe date of issuance ofthis Order, a DC'W cost of

CllPitallCUdy.

F. EQeIIIC ,.cton
59. The Hatfield Model estimates some expeases based upon expeuse-to-mvestmeot

ratios derived from the ILECs ARMIS l'q)OI1s. For example, if historically there is five cents of

maintenance expense for ewry doBar invcstccl iD buried cable. 1he Model assumes that

prospectively the same ratio would hold in the future. Wben certain expenses are deemed more

:sensitive to the Dumber ofcustomers, expense factors take the form ofARMIS expense divided

by ARMIS reportId Dumbar ofliMs.

60. Commissioo S1affftlCOIIJme::nded some adjusanents to the HAl default expense

inputs.

61. We conclude that, based upon the evidence ofRtOl'd in this procecdiDg, statrs

a4jUi1meUts to the HAl de&u1t.expeare iDputs should be adopted.
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62. 1oint, shImL and cvmmon costs~ expenses that are not attributable to a

particular 1el'Vicc. lID[ to a family ofproducts.

63. The FCC ddiDes joint and CUDDIlon costs as fonOVB~

CataiD types ofcosts arise from the productiOl1 ofmultiple
products or seMces. We use the tmD "joiDt costs- 10 refer to costs
iDwaed when two or~ outplltS arc produeed in fixed
poponiOD by the SlIDe producticm pmcess (i.t.• wbco ODe produc;t
is produced, a.seccmd product is leaerated by the SlIDe productioD
JnOCClSS at DO IdditioDal COlt). 1'hc tam -COUUDOIl costs- mento
COSb cbIt In: iaeuDed inQJjDIOCCicm with the producCioa of
multiple products 01' services. aDd remaia UDChaDpd IS the rela1lve
propodioD oftboBe products 0I'.mea wries (f.,.• tile salaries of
c:olJIOf8lC JIIIIDIIFI'S). Such costs DIll)" be commOD to aD Iel'\'ices
pmvidcd by the film or~DOii to ODly asubset oftbose .mea
OJ' elements. Jla wst is eommoa with rc:spect to a subset of
services or elemeuts. for example. a firm avoids1bat~ oDly by
DOt paovidiq each andc~ service or cJemaJt io the subset. For
the pmpose ofour ctiscussioa. we~ to joint ad common costs
IS simply eowmou costs UDlcss the distinction is rcln"lllt m a
pirticular COJdcXt.

CC Dockets 96-325 8Dd 96-98; CC Docket 95-185 (August 8~ 1996). '676.

64. Slwcd costs are cxpeases chat arc c:ommon to a family ofproducts but are not

avoided ifone of the produets is eliminated. Common costs are sban:d «:osts where the family of

products is the to1al operations ofthc firm.

65. The HAl model allocates common costs by applym, a 10.4 perccDt fixed allocator

66. The Commission fiDds that a fa&;tor of 10.4 percent should be added to the

TELRlC loop estimate to account fot costs that are not attributed to particular unbundled

e~l. but are DeVa1hdess pan ofa proper TELRIC analysis.



FROM ATT NV GOV'T AFFAIRS 702 824 28822-22-1995 8:49PM

"- -
P.17

Docket No."'"

COST OF SWITCHING

A. Coat Stnactare

67. lhc Hatfield Model computes switch investmeDt on a per-JiM basis.

61. III cIe1iniDs the switch e1cmcut. Ihc FCC eoDChlded: -nus, wbeD a requestina

cmicr purcbases the unbmldled local swi1dliDc e1emem. it obtaiDa all awitdDq fCldUla in a

siJlBle element OD aper-liDebasis." FCC Imerconnection Onier. '412. The FCC's defiDition of

the swit.c:h dcmcDt.md that pottioD ofits Fat Repon and Order cited above remaiD in fUll force

aDd effect. /(JWIfI Utllittu Board Y. FCC. 120 F.3cl 7S3 (8th Cit. 1997) (Ei&bda CUaUt decisiOll).

69. We do DDt nale out tbD possibility tbal ia some faIIft proceedjnl, • sep8I1Ite

charse for vatieal features could be established. For example, a party may be able to show

tJzroush repssioD aaaly.i.s that the iavestmeat per JiDe. aU ebe remaiDb:a equal. is higherat

locItioas wbae a CCDtmt-type service is pnMded. The analysis could provide useful iDsigbC

iato the qucsUOD ofthe degree to which vertical services require m<n iavmmeat than ontiDary

voice services.

B. Cost LeftJs

70. lbe HAl model proposes that switching iDvestweut per liDc be estimated by

aaalyziDg four data points. The investment per line for the regioaal Bell operaq ~mpanies

(RBOCs). GTE, aDd the iDdepeadCDl LECs was derived fiom the Northem Business IDfcmnation

(NBI) publicalioa, u.s., CenITal OffiCI Equipment MQI"Iwl: J995/)QIQ1xIH. A fourth value for

laqe switches of80.000 lines was developed from an umwned industry S01Jn:lC. The number of

~ office lines was obtained from ARMIS data.

71. We adopted Sta1rs fixed aDd per-line switdliDa invmmeat m;ommCDdatiODS in
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pmrious proeeeding 96-9035 to be used u defaults illpI-=e oCtile HAl default iDputs. SlUrs

ROOJDIDendations inWiporated the results ofthe Gabel Kamedy Study.

72. The CommjuiOIl adopts Staff's popoRd iDpuu. We fiDd that the values are

CODIistaIt with S1aft"s~YIlues prcscJIDCd 10 the CommjssiOd ill Dockets 91-5018

BDd 96-9035 in which we .sopted these iDpJts. We have bact DO cvidcDce pceswllfd to pve us

rea50D to cIJaDBe from ourprevious position.

13. The HAl model asAps 70 percent oCtbc cost ofswitdJUlg to trdic aDd the

mnaini"l 30 peIQCGlto the port.

74. Staif~ that 58 perceat ofdle cost ofswitclUD& be assipeel to traffic.

7'. We adopt Staff's input that Dlip$ 58 pm:cnt oCtile cost ofswitdUDa to traftlc.

NONRECt1RRlNG COSTS

76. NomecurriDg costs histvrically ale classified IS costs iDcunecl in iDitially

establishing service for 811 individual customer. They are transaction related. ColtS incurred to

set up a customer's service typically iIlclude customer service expenses aDd, dqx:nding OIl the

service, the cost ofpbysica11y couneetiDc • customer to the network. Today, in some.c:ases. the

establisbJDen.t ofservice GIll be accomplishccl from a c:omputu \YOlk statiOll, without physical

reaJ'I1U1IeIDe.nt of the facilities neteSSarY to serve the asstomer. Nonr=urring costs are typically

IeCOvcrecl, at least primarily, through DODtCCU:l'liD& dwBa. which the customerpays at the time

tbat service is iDitWecL

77. We DOte that. nell iftraDSlCtion COSIS arc captured by the HAl modcl. these costs

should Dot be included in the cost estimates ofunbuDdlc:d DCtwork elements. Staffcriticized the

non-recuniDg charges proposed by Nevada Be113l1 C)WCSIive aDd not ill compliJuR with a
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failed to include Charges for orderiDg with fUJI)' automated OSS. Also. Nevada Bell bas provided

non-recurring charges only for stand-alone off'eriDp, wbal c:ertaiD senrices, such u a visit by a

tec:bDician to a~s premises, can cover more1bmODe other scrvic:c. NevaBdl £ajled

to propose DOIl-recurriDI duqcs for other Owl DeW insta1Iatioos. Its estimates for time aeeded.

to perform work were DOt accompmied by supportiDa *umentatiOD. We adopt the position

that~ costs sboulcl be oxpHcltIy identified iD • iCpiL_ltudy.

78. At this time, 1bc CommiAion shoWd adoP' Staffs m:oDIIACDdcclDOD-~

charges. In addition. Nevada BeD should be Otdered to submit DCW DOD-ReUEriDa cbarlCS for

considcndioo by the Commission IIDd Ill)' iutuC&1C4 .,.mea.

COMMISSlONCONCLUSlON

79. The Act requires that the price ofunbuDdled elcmcms be just and RaSODIble. 1A

this proceeding,~ have identified the rccurriD& ad DOftteCUrriDg cost ofDdWOrkdemma.

Consistent with the statutory requirement, tbcsc costs have been determined without enaaainl in

a me case. 47 U.S.C. § 252(dXI)(A).

80. For the most important netwen elcmem, the loca1100p. our cost dctamiDation is

based upon an extensive review oftbe HAl modetand the written and oral testimoay ofmany

expert witnesses. We haYC~ the input V!Jues for the modeL

11. The parties have proposed a wide raaae of iDput$ Cot the cost model. Our Order

:refJec:ts a~ review of.n the testimony aDd exhibits. We believe that, through this pmcess,

we have suceeeded in identifying inputs and obtailliDg TELRIC estimates that are ccmsistent with

the principles that were idcmified in tbe introctIK:toJy 1CCti0D ofIbis Order.
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12. AppeDdix A prvvidcs aD out1iDe of the acljUSlDia11l the Onmissi<m adopts 18 this

proceeding.

83. Havial discussed above in detail both the oral and~ evidence

coocemiDg all mate:riaI IIIIlten. aad baviae stataf findings aad conc:Jusioas in each numbered

peraaraph, the Commission DOW 81J&f"C"'S those fincfjnp and CODClllliOlll with the followma

general statemeDts on the evidenc:e of record. TboIe portions oftbe pPM'ding detailed fiDdinp

and conclusions pcdaiDiDa to the ultimate decisions oftbe Commissioa~ be:reby iDcorporated

by this Jefaeuce.

FINDINGS OF FAcr

84. The Commission is aD~of*: stale ofNevada, ftSkd by statute with

authority to tqUlate tates, rules. regulations, practices, accounts. aecurities, aDd tnmsfers of

public service comprmics. ineludiDa telecommUDicatioos companies.

IS. NevidaBell is engaged in tile bamaas offumishins telecommunicatious service

within the state ofNevada as a public service c:omp8Dy.

86. The purpose ofthis proeccdiDa is to establish rates for unbundled network

elements ad DonrecurriDg cbaqes.

87. The ~sts established by1his Older Will serve as priteS for unbuDdled network

elemems and nomcc1.1triq dJaraes.

88. The~ charges shall remain in effect until the Commission has

rendcmd a decision OIl a new cost study to be filed by Nevada Bell.

89. Nevala Bell wiD file DCW studies for OSS aDd~ cbarps with1bc

(Ammission within six months &om the dDta of this Order.
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90. 1he HAl model is n:latiftly opeD. a11bough it1DCS daIa IIDt in the public domain.

91. Incumbalt local cxchla&e compudes may be enti11cd to some compcmation for

cetraiD cxpeAditures made to comply with the TeJeeommuniC2ltiODS Act of1996.

92. The Cmnnission &Ids it is applOPClm to~ costs tor uabuDdled loops

93. The CommissiOD fiDds it is appropriate to combiDe the loop aDd NID for DO

should be DegCJtiad~1be pedes.

95. Based upon our fiDdinas, those c:baraa proposed by Commission Stafffor DOll-

n=curriDc cbarps II'C IICIopted onu. iDterim basis.

CONCLVSlONSOJ'LAW

Having articulated the legal basis for its decision in the DiscussioG section, the

Commission makes the foUowiq coDclusicns of law.

96. The NPBda Public Utilities Commjssjoa bas jurisdic:tioDOlU the subject matter

of these procccdiDgs and the parties.

97. An open or ttanspare1lt model is in-the public interest in that it allows a full

exploration orthe aaVllDtlliA aDd limitations of& model and allows the public to evaluate all of

the infOl1ll&1ion which is used to set prices.

98. T'bc Commission has previously adopted1be HAl model whidl meets our

objectives that 1he model be opeD, reliable. and economically souad.
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asumptioDs. iDpuIs.lIIdwIua C!D!!P.... widllbis Ordtr IIId to Jdlcet tbrMrd-lootiag

tedmology and tk "Ost ofsuch facilitia.

100. The proper COS! staDdIrd is to1al clement lonS-ruD~tal cost, and the cost

for uDbund1cd DCtwOdc demeats sIIou1cl bD beHd upoIl the cost of the tDta1 demand for the

demems.

101. the dJIIps recc:·,,"lflftded by Commission Stafffor UDbuDdled DetWork elemcms

_~ cbarps should be iDcorporated in Neva Bell's~Ot1 agreemmtl.

102. OSS traasitloIl costs should be CODIidcRd.

103. The Commission believes this Order is a ICIIIiDal event in the implementation of

the Ad.. 1hisOrder KCCIGlpIishes 1be Commission's aoat ofestablisbiag UDbImdlcd network

elemeats prices. 1Dese prices wiD apply to apcments IpprOVed by the Commissioo in various

~ IleJOtiated, aDd adopted apeemeats execmed by NevaBell, md various DeW eDtrIDt

competitive local exdsaDge compmic:s (CLECs), aDd to all such future IgrmIlCDts eKWtcd

between Nevada Bell and a.ECs authorized to provide local exchange service in the state of

Nevada.

THEREFORE, based on the fmegoinl findir'lS offact and conclusions of law. it is

hereby ORDERED that:

1. The CommissiOD adopts Stairs inputs for distribution, feeder. switching and expenses

as inputs to the HAl model.

2. The Commission adopts Nevada Bell's three rate zones pmposal for establishing

prices.



2-22-1995 8:53PM FROM ATT NV GOV'T AFFAIRS 702 82d 2882

--
P.23

·Docket No.,..... ....11

3. The Commission adopts the positi0ll1blt tbc loop aad NID can be combiDed It DO

additional charge.

4. lhc Commiss&oa adopts the position that cbarges for combininl other UNEs will be

zqotiatcd by the penies.

5. Nevada Ben's request for coatidmtial treatment ofmaterial fil~ UDder seal in1bis

.docUt is daJied.

6. The Commission adopU Stairs1~DOn-recurriDg cbatps.

7. The Commission orders Nevada Bell to tile • DeW non-recUlliq charge study.

I. The CommjAiOQ orders Nevada Ben to file • DeW OSS study usiDa Nevada specific

costs aad to reflect c:harIa developed for both fully automated aDd manual asS. In addition. the

study will rdlcet cum:atly approved deprecWioo nUts lad salvase~ aDd a cost ofcapital

of 11.25 percent

9. Costs for UDbundled network elerneots will be deaveragcd into three zones in this

proceeding.

10. The loop IDCi NID will be combiDccl at DO additional charge.

It. The cbarp for combiDiDg other UNEs will be uegotiatcd betweal the panics.

12. Nevada BeD is ordcm:l to implement the charges adopted by the Commission in this

proeeeding.

13. Nevada Ben is oniered to file a new DOD·recurring cblqe study within six months of

the date ofthis Older.

14. Nevada Belllbal1 file a new cost of r.-pita! study within three mont1JS of1hc dat~ of

isSWlZM:e ofthis Order.
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is. lhe Commi-iOD maiDs.hJriJdictiou for the pIIpOSC ofcom:ctins IDY errors which

may have oc:curred in the drafti.Da or issuance oftbis Order.

By the CouuDissioa.

L1.AtU'2~)
JUQiM. S REW, . ad

Dated: Carson City, Nevada

ce/t,k,
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Docket No. 98-6004

Nevada Bell

Unbundled Network Element Costs

DIRECT TESTIMONY OF

LARRY BLANK

Q. PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND CURRENT

POSmON.

A. My name is Larry Blank. My business address is 1150 E. William Street, Carson Cil

Nevada. I am currently employed as Manager ofRegulatory Policy with the

Regulatory Operations Staff("Staff') of the Nevada Public Utilities Commission

("Commission").

Q. PLEASE STATE YOUR EDUCATION AND PROFESSIONAL

BACKGROUND AS IT IS RELEVANT TO YOUR TESTIMONY.

A. I received a Ph.D. in Economics from The University of Tennessee, Knoxville. with

fields ofconcentration in industrial organization and econometrics, which is the

application of statistical methods on economic data. My applied work focuses on

regulatory policy and economics, including industry restructuring and competitive

entry. I have taught college classes in regulation and antitrust economics at The

University ofTennessee and graduate-level public policy economics at The Ohio Stl

University. Prior to accepting my current position, I was a research economist with

the National Regulatory Research Institute (NRRI), established by the National

Association of Regulatory Utility Commissioners (NARUC) at The Ohio State

University. While at NRRI, I authored reports and papers on current issues of inter

to NARUC and member commissions and provided direct consultation to state
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2 commissions and their staffs.

3 ··My current responsibilities cover many aspects ofrestrueturing and regulato

4 policy in the electricity, natural gas, and telecommunications industries.

5 3. Q. DOES ATTACHMENT LB-I ACCURATELY DESCRIBE YOUR

6 EDUCATIONAL AND PROFESSIONAL BACKGROUND?

7 A. Yes, it does. . :-' 1.- -,. \ ,,:

8 4. Q. WHAT IS THE PURPOSE OF YOUR TES1Th10NY?

9 A. In response to the filing made by Nevada Bell on June 1, 1998, I provide Staff's pol

10 position with respect to unbundled network element ("UNE") costing as it relates t(

11 UNE pricing. I am also co-sponsoring Staff's version of the HAl model including

12 inputs and outputs. Scott KeMedy provides testimony on behalf of Staff on the

13 development of switching cost inputs and outside plant cost inputs. The remaining

14 inputs contained in Staff's filing are a combination ofHAl model default inputs and

15 inputs developed during the workshops and discussions in Docket No.s 96-9035 an

16 97-5018. In an attempt to reach some consensus on inputs in these earlier dockets.

17 Staff worked closely with AT&T experts to better understand the operation of the

18 HAl model and to evaluate the reasonableness of inputs and outputs.

19 In addition to Mr. KeMedy's testimony, Staff is filing testimony from anoth

20 consultant. Kimberly Dismukes. Ms. Dismukes provides evaluation and analysis of

21 ass and nonrecurring cost studies sponsored by Nevada Bell.

22 5. Q. DOES STAFF AGREE WITH NEVADA BELL'S GENERAL

23 METHODOLOGY FOR COMPUTING PER UNIT OSS COSTS AS THESE

24 COMPUTAnONS \\ ~ LL AFFECT PRICING?

25 A. No. Nevada Bell relies on an ass cost study performed by Pacific BeU. Competiti

26 local exchange carriers ("CLECs,,) purchasing UNEs in Nevada Bell's territory wiU

27 able to utilize Pacific Bell's automated OSS as will CLECs in Pacific Bell's Califon

28 2
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territory. Under the assumptions made in the study, a CLEC desiring automated as
would purchase a port into the system and pay a fixed monthly fee. Pacific Bell has

projected the total investment needed to make their new ass system fully operation

and relies on an estimate of competitive local exchange carrier ("CLEC") ass port

orders as the demand units over which to spread the ass costs associated with this

investment. Ifused as a basis'for pricing, this 'cost-design proposal discriminates

against new CLEC entrants in that the charges only apply when customers select a

CLEC and do not apply when a customer selects the incumbent local exchange carri

("ILEC") for retail service. All customers are now part of the potentially competitiv

local telephony market and stand to reap any benefits that result from the new

automated system. Hence, these costs should be spread evenly across all customers.

Q. PLEASE EXPLAIN WHY OSS PRICING BASED ON NEVADA BELL'S

COST PROPOSAL WOULD BE DISCRIMINATORY AND WHY ALL

CUSTOMERS STAND TO GAIN FROM MORE EFFICIENT aSS?

A. ILECs are not required to establish a competitive retail affiliate. However, if they

were required to do so, the retail affiliate would order and purchase UNEs from its

wholesale affiliate under the same terms and conditions as a CLEC. Such an affiliatt

structure helps to ensure equal opportunities across all retail competitors. Given thE

vertically integrated struetlire of an ILEC under current policy, it is understandable

why an ILEC may view its retail operations as being different from the CLECs

attempting to compete at the retail level. The vertically integrated structure, howev

should not be used as a reason to price discriminate or impose additional costs that

disadvantage CLEC customers relative to ILEC customers. The fact that the ILEC

retail operations may use different means to acquire the UNEs necessary for offerin!

bundled services is not a reason to impose disproportionate ass cost recovery on

CLECs and CLEC customers. The retail operations of the ILEe already have a elel

3
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advantage in being able to "order".existing essential network elements "in-house"

rather than havinglto place.n·'Order in1he. same fashion as a CLEC. To place a char;

on CLECs to use this unequal ordering system, further tilts the playing field in favor

the ll.EC.

All retail customers stand to gain from improvements made in the OSS utilizl

by CLECs, including customers who deeNo remain with the ll.EC. Efficiency gain

in OSS enhance the potential for competition, Increased competition, in turn,

encourages the ll.EC to improve its retail offerings to retain customers. These

improvements, therefore, benefit all customers. Therefore, the start-up investment

costs associated with OSS should be spread across all access lines and not just aero!

the UNEs ordered by CLECs.

Staffs recommendation to the Commission is to require the costing ofOSS

a per line, per month basis.

Q. HAVE YOU REVIEWED NEVADA BELL'S PRICING PROPOSAL FOR

UNBUNDLED LOOPS?

A. Yes. Nevada Bell's witness, Rebecca Sparks, proposes up to three zones for the

pricing ofUNEs. The reason given for the three zones is:

"Three zones represent a reasonable balance between reflection of

geographic cost differences in the price structure and the administrative

burden for supplier and customer that results from the administrative

complexity associated with a greater number of zones." (Sparks

Testimony, p.13)

Nevada Bell's pricing proposal, however, appears to be inconsistent with the

Commission's Order of February 5, 1998, Docket No. 96-9035: "Therefore, the

Commission finds that ll.ECs shall deaverage rates to the wire center level in their

cost studies." ~36
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Q. WHAT IS STAFF'S VIEW ON THE GEOGRAPHIC UNE.RATE

DEAVERAGING PROPOSAL BY NEVADA BELL!

A. From both a policy and practical perspective. Staffbelieves the Nevada Bell's rate

zone proposal is generally reasonable. Given the fact that the \.. omrnission has decide

not to file a universal service cost study with the FCC, Staff is not panicularly troubll

by the pricing proposal. It appears that the Commission's decision to order wire

center level UNE pricing was, in pan, predicated on the desire to coordinate In,'E

pricing with the federal universal service fund ("USF') costing. In Docket No. 97­

5018, however, the Commission decided not to file a USF cost study with the FCC.

Given this decision. it is no longer possible to coordinate the state-jurisdictional UNl

prices with the USF costs to be calculated by the FCC. Therefore, Staff recommend

that the Commission focus on adopting fOlWard-looking, cost-based ONE prices tha

best satisfy Nevada interests. When the FCC adopts USF costs for Nevada or if the

Commission submits a USF cost study with the FCC in the future, the ONE rate

structure may need to be revisited.

Q. WHAT IS STAFF'S POSITION WITH RESPECT TO mE COST OF

CAPITAL?

A. The Commission ordered the use of the FCC's 11.25% rate of return for UNE pricir

Similar to the Commission ~s decision to deaverage ONE rates to the wire center leVI

the Commission's decision on rate of return appears, in large pan, to be predicated l

the desire to coordinate ONE pricing with the federal universal service fund ("USF'

costing. In Docket No. 97-5018, however, the Commission decided not to file a U~

cost study with the FCC. Given this decision. it is no longer possible to coordinate

state-jurisdictional UNE prices with the USF costs to be calculated by the FCC.

Staff recommends that the Commission focus on adopting fOlWard-looking,

cost-based ONE prices that best satisfy Nevada interests. To pursue this goal, the
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Commission should require the ll.ECs to file a cost of capital study in the near futur

Staffis filing a legal motion to this effect. Unlike the rate structure proposal of

Nevada Bell, adoption of an alternative cost of capital will require a fresh look at

technical analyses. In contrast, Staff believes the rate structure proposal of Nevada

Bell can be evaluated by the Commission from the record in the instant docket.

For comparison purposes only, Staffhas recalculated its total loop costs bas

on a rate of return of9.2901o. In Docket No. 96-9035 the UCA proposed a weighte

cost of capital of 9.2901'0 (Commission Order, February 5, 1998, ~60). The compari

between loop costs at 11.25% and loop costs at 9.29% is found in Attachment LB-:

As revealed in that comparison. a change in cost of capital, all else equal, can have c

significant impact on UNE costs.

Q. ARE THERE ANY PROBLEMS WITH THE ECONOMIC LIVES AND

SALVAGE VALUES USED BY NEVADA BELL?

A. There appears to be an inconsistency between the depreciation lives and salvage val

used by Nevada Bell in the HAl model and those ordered by the Commission on

February 5, 1998. This came to my attention only a few days before filing written

testimony. Staff will work with Nevada Bell to resolve this issue prior to the hearir

Q. DOES NEVADA BELL PROPOSE SUB-LOOP RATE UNBUNDLING?

A. Sub-loop rate unbundling iioes not appear to be part ofNevada Bell's pricing

proposal. However, unbundled costs for sub-loop components can be obtained fro

the HAl model output and, therefore, can be extracted from the Nevada Bell result~

The Commission has ordered sub-loop unbundling in its Order on February 5, 1995

Docket No. 96-9035, ~90. Staff supports the Commission's decision to adopt sub­

loop element unbundling and, therefore, sub-loop rate elements should be part of aJ

final UNE prices.

Q. WHERE ARE STAFF'S UNBUNDLED LOOP COSTS REPORTED?

6
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A. These costs are found in Attachment LB-4 to this testimony and also in the HAl_... .""" - - .

outputs in Attachment LB-3.

Q. IN YOUR OPINION, DO THE UNE COSTS COMPUTED BY STAFF

PROVIDE A BASIS FOR THE COMMISSION TO ESTABLISH UNE

PRICES?

A. Yes. The costs are were developed based on forward-looking assumptions. Prices

based on Staff's UNE costs win, in my opinion, satisfy the cost-based pricing manda

in 47 U.S.C. 252 (d).

Q. DOES THIS COMPLETE YOUR TESTIMONY?

A. Yes.

7
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EDUCATIONAL AND PROFESSIONAL BACKGROUND
OF

LARRY BLANK

Education

Ph.D. in Economics, The University ofTeMessee, Knoxville, August 1994.

Dissertation: "Political Economy and Public-Utility Inefficiency."

B.S. in EconomicslMathematics, Bemidji State University, MiMesota, May 1989.

Fields of Concentration

Industrial Organization & Public Policy
Econometrics
Finance (minor)

Professional Experience

Manager of Regulatory Policy, Regulatory Operations Staff, Public Utilities Commission of
Nevada, October 1997 - Present.

Supervising Economist, Regulatory Operations Staff, Public Service Commission of Nevada, March
1996 - October 1997.

Research Economist, National Regulatory Research Institute, The Ohio State University, September
1994 - March 1996.

Lecturer, School of Public Policy and Management, The Ohio State University (taught Graduate
Public Finance), Winter 1996.

Graduate Teaching Associate, Department ofEconomics, The University of TeMessee, Knoxville
(taught Antitrust and Regulatory Economics), June 1992 - August 1992; July 1993 - August 1994.

Graduate Research Associate, Center for Business and Economic Research, The University of
TeMessee, Knoxville, August 1989 - May 1992.
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Published Papen and Reports

"Dominant Firm Pricing with Competitive Entry and Regulation: The Case of IntraLATA
ToU," (with David Kaserman and John Mayo), Journal ofRegulatory Economics, forthcoming 1998.

"Open Entry and LocaJTelephone Rates: The Economics of IntraLATA Competition," (with
David Kaserman, John Mayo, and Simran Kahai), Review ofIndustrial Organization, forthcoming
1998.

"Concavity Assumptions in Regulatory Models and the Capital Waste Controversy," Journal
ofRegulatory Economics, Vol. 9, 1996, pp. 95-100.

"Key Antitrust Pricing Issues for Regulated Industries with Emerging Competition," NRRl
Quarterly Bulletin, Vol. 17, No.2, 1996, pp. 279-:298.

Telecommunications Service Quality (with V.W. Davis, D. Landsbergen, R.W. Lawton, N.
Zearfoss, and 1. Hoag), National Regulatory Research Institute, The Ohio State University,
Columbus, March 1996.

"Telephone Vouchers: Experiences in Other Markets," NRRI Quarterly Bulletin, Vol. 16, No.
4, 1995, pp. 537-547.

Telecommunication Infrastructure Investments and State Regulatory Reform: A Preliminary
Look at the Data (with Vivian Davis and Catherine Reed), The National Regulatory Research
Institute. The Ohio State University, Columbus, December 1994.

Considerations in Preparing and Reviewing Socioeconomic Impact Assessments for Low-Level
Waste Disposal Facilities (with Mary English, Matthew Murray, and Zoe Hoyle), for the U.S.
Department ofEnergy. National Low-Level Waste Management Program, EG&G Idaho, Inc., Idaho
Falls, Idaho: August 1992.

Economic Effects of The University of Tennessee, Knoxville, Athletic Department, (principal
investigator with William Fox and Matthew Murray), for The University of Tennessee, Knoxville,
Athletic Department. Center for Business and Economic Research, The University of Tennessee,
October 1991. [Also published in Survey ofBusiness 28 (Fall 1992): 20-23].

Contributing Author to An Economic Report to the Governor of the State of Tennessee, on the
State's Economic Outlook, Center for Business and Economic Research, The University of
Tennessee, February 1991.
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Economic Impact ofChem-Nuciear Systenu, Inc. on Barnwell County, South Carolina (with
Matthew Murray), for the U.S. Department ofEnergy. Energy, Environment and Resources Center,
The University of Tennessee, Knoxville, November 1990.

Current Research

"Regulatory Choice: Constraints and Inefficiency"

"Regulating Market Penetration: A Higher-Powered Incentive Scheme for Local Telephone
Companies...

"Access Pricing and Asymmetric Capacities in Local Telecommunication Markets," (with
David Mandy).

Presentations and Conference Participation

"Regulatory Choice: Constraints and Inefficiency:' The 7Jrd Annual Western Economic
Association Conference, June 29, 1998.

Discussant, The 25th Annual Telecommunications Policy Research Conference (TPRq,
Alexandria, VA. September 27-29,1997.

"Electricity Restructuring Issues." two presentations before the Nevada State Senate Comminee on
Commerce and Labor, February 1997.

"Regulating Market Penetration: A Higher-Powered Incentive Scheme for Local Exchange
Companies," The Tenth NARUC Biennial Regulatory Information Conference, Hosted by the
National Regulatory Research Institute at The Ohio State University, Columbus, September 11, 1996.

"Regulating Market Penetration: A Higher-Powered Incentive Scheme for Local Telephone
Companies," The Advatr£ed Workshop in Regulation and Public Utility Economics, Hosted by the
Center for Research in Regulated Industries at Rutgers University, Lake George, NY, May 30, 1996.

"Balancing Seemingly Conflicting Goals through a rilinimum Subscribership Plan: Economic

Efficiency and the Risks Borne by Regulators," The 27th Annual Conference 0/the Institute of
Public Utilities, Williamsburg, VA. December 12, 1995.

"The Minimum Subscribership Plan (MSP): Quality, Prices, and Current Policy," The 2Jrd Annual
Telecommunications Policy Research Conference (TPRC), Solomons, MD, October 2, 1995.
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"A Positive Theory of Price-Cap and Rate-of-Return Regulation: Substitutes or Complements?",
Southern Economic Association Meetings, Orlando, FL, November 22, 1994.

Journal Referee

The American Economic Review, April 1995.

Prjor Partjdpatjon jn Utility Cases (partjallist)

Telecommunications:

Docket Nos. 96-3002 and 96-3003, Nevada Bell's Entry into a Plan of Alternative Regulation
(testimony).

Docket No. 96-9035, Investigation into Procedures and Methodologies to Develop Costs for
Bundled or Unbundled Telephone Services (comments, testimony and cost analysis).

Docket No. 96-4041, Nevada Bell Petition on Confidential Nature of Telecommunications Cost
Studies (testimony filed).

Docket No. 97-5018, Investigation into the impact of the Telecommunications Act of 1996 on
Universal Service in Nevada (comments).

Docket No. 97-5027, Central Telephone Company-Nevada., tariff filing requesting an increase in
directory assistance rates (testimony and cost analysis).

Docket No. 96-8035, GTE, Depreciation Filing (testimony).

Docket No. 97-11017, Virtual Hipster Corp., Petition to terminate rural exemption of Churchill
County Telephone Company (testimony).

Review of Interconnection and Resale Agreements between Incumbent Local Exchange Carriers and
Competitors in Nevada.

Electricity:

Docket No. 95-9022, Nevada Electric Restructuring Investigation (several extensive comments).

Docket No. 96-6013 and 96.6014, Sierra Pacific Power Company tariff filing to allow negotiated
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contracts (testimony).
. .

Docket No. 96-7020. Nevada Power Company Deferred Energy Case (testimony).

- .
Docket No. 97-6008, Nevada Power Companyis)~~sourcePlan (evaluation ofload forecasting).

Docket No. 97-8001, Investigation of issues to be considered as a result of restructuring of electric
industry (comments and testimony).

Docket Nos. 97-11018 and 97-11028, Proposed Unbundling Methodologies of Sierra Pacific Power
Co. and Nevada Power Co. (testimonies).

Docket No. 97-10004, Nevada Power Company's Green Power TarifT(testimony).

Natural Gas:

Docket No. 97-8002, Investigation into alternative form of regulation for natural gas local
distribution companies and alternative sellers of natural gas, and related matters (comments and
testimony).

Professional Membenbjp

American Economic Association

Western Economic Association
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